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CP:E:EO:R

SEP . 5 1906
Employer ldentification Number:

Form: 1120
Tax Years: All yecars

Dear Applicant:

This is a tinal adverse ruling as to your et vt

under section “l(e) (3) of the Internal Revenue Cade,

This ro is made for the following fennon(ﬂ):
_ You ho.. :1ailed to establish that your operations will
tfurther any substantial charitable purpose. You have aleo faived
to establish that you will not benefit private intceroore in obther

than an incidental manner.

Contributions to your organization are not deduvtibie under
section 170 of the Code. :

You are required to file federal income tasx returngs on the
form indicated above. Based on the financial information you
furnished, it appears that returns should be filed for the tax
Years indicated above. You should file these returns with, your

- key District Director for exempt organization matters within 30

days from the date of this letter, unless a request for an
extension of time is granted. Returns for later tay years should
be filed with the appropriate service center as indicated in the
instructions for those returns.

If you decide to contest this ruling under the declaratory
judgment provisions of section 7428 of the Code, you must _
initiate a suit in the United States Tax Court, the United Statos
Court of Federal Claims, or the District Court of the United
States for the District of Columbia before the 91st day after the
date that this ruling was mailed to you. Contact the clerk of
the appropriate court for rules for initiating suits for
declaratory judgment. Processing of income tax returns and
ascessment of any taxes due will not be delayed becalusc a
declaratory judgment suit has been filed under section 7427,




appropriate State officials will

the person whose na
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In accordance with section 6104(c) of the Code, the

be notified of this action.

If you have any questions about this ruling, please contact
me and telephone number are shown above.

Sincerely,

oo

Division

DD, Wastern (Los Angeles, CA)
Attention: EO Group

B state nfficials

!!rector, Exempt Organizations




CP:EIEO;T:3

Dear Applicént:

We have considered your application tor recognitibn of
exemption under section 501(c) (3) of the Internal Revenue “ode.

The information submitted indicates that were incorporated
under the nonprofit laws of [ on . Your stated
purposes are as follows:

The corporation is organized and operated for charitable
and educational purposes and for the prevention of cruelty
to adults, children{ or animals.

You state that your activities will include utilizing funds

solicited from and contribute the genesal public, including
businesses in #, to make contributions to
other worthy charitable organizations, such as youth activity

organizations. You state that you will also assist in funding
community projects, including renovation,

.construction, and purchase of a facility to care for and provide

activities for youth with working parents while the parents are

- at work.

You state that your initial fundraising program will be
conducted under a contract with
(hereafter

). On you

|
entered into a contract with HE. Under the contract I ras
the exclusive right to solicit contributions on your behalf using

your organization's name. The contract provides that [ will

solicit contributions from the general public through a marketing

program based upon telephone and personal contacts with
individuals and businesses.

The terms of the contract provides that [ will be
entitled to compensation for its marketing and solicitation

Y




efforts in.the amount -of seventy:per

' ¢ ( t (70%)_of the groas
- contcibutions and donationsirecei i % The “contract requires
" you to compensate [l fo vices weekly.

T a

Your'financial‘statements,ih te ‘that your telephone
'solicitation income for tha-‘A’mmonths..ending h was :
Si.. gotal payments to I for the four month period
wvas SH. vour total income to-date is .  Your
Lotal payments to NN is § - You financial statements
indicate that. you have made no distributions to . educational

and/cr charitable ofganizatipnsﬁrqqggpized:exempt under section
SOl(c)(B).pr the Code. - . 5 TR ST

dff-:fo\}mder 1 — The bresident of
_who'is‘alsoythe father of I

- : lons . re organized and operated

- vexclusively. for religiOUs;*charitable;ﬂor-educational purposes,
- no'part ‘of the net earnings- of 'which inuree to the Lbenefit of any
_.’shareholder or individuals, s

S _Your president

o

foaogiSection 1.501(c) (3)=1 Al)-oLithe:Income Tax Regulations
© states. that in order for an organization.

organized and operated. exclusively for
'j,purposesgspecified{in'suchasection;ﬂ
. meet either the"organizatidnal;orfo
- exempt., - . o R S

‘one-or mors of the
Xf.an organization fails to
erationul tost, it is not

R

Section 1.501(c).(2: he.regulations provides
that, in general, an oryg n:isorganized exclusively for
- one or more exempt purpo ifSits articles of organization
limit the purposes oﬁ-sUch,organiquiqngto'one‘or more exempt
purposes, and do not:expressly*empower;thg organization to
engage, ctherwise'thanfas_an'insubstantiglgpart~of its
activities, in activities;which@inﬁthemsélves are not in
furtherance of one or: more exempt.pu poses;::

e

”“j“private*shareholder;ﬂr?
‘and private.interesﬁ -

j{Sécﬁion 1.501(8151§C) of. X ggulations defines
SOr Sons” having a personal
@ .organization.

. Section 1.501(¢) (3)=1(¢c (2) the :regulations provides that
an organization will'notlbaﬁconsid“;ed;aswbperating exclusively

for charitable-purpbsesmitgigagnq; earnings:inure in whole or in
part to the benefit:of privat hareholder
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Section 1.501(c) (3)-1(c) (1) o

an organization will be regarded as "operated'excluSively"

one or more exempt purposes qnly-it.it:engages Primarily in

activities which accomplish one or more of such exempt purposes
section 501(c)4{3) of the Code. An organization will

tial part of jtg

'\ &xXempt purpose.

-organization to establish
‘benefit of private

the creator or his

( , n, or persons controlled,

directly or indirectly,,byﬁsucb{pxivate‘interest. '

"Section 1.501(c)(3)-1(d)(2)'of7the regulations provides that
the ternm "charitable" ag used  in section 501(c) {(3) of the Code
~includes relief of the poor - and distressed ?* of the

Section 1.501(c) (3)-1(e) of the requlationsg provides that an
organization may meet the requirements i

the Code althougn it operates a trade or business
substantial part of its activities, if the operation of such
trade or business s in furtherance of the organization's exempt
burpcse or purposes and. if the organization is not organized or
operated for the primars PUrpose of carrying on an unrelated
‘trade or business, as defined 'in section 513,

Rev. Rul, 67-5, 1967-1 C.B. 123, concerned a foundation
controlled by its creator's family,and'operated to enable the
Creator and his family to engage in financial activities which
are beneficial to them,,but-detrimentalsto the foundation. The
Service concluded that*theffoundation;was*operated for a
substantial non-exempt Purpose -and served the private interests
of the creator and his;family;ﬂ?The?ruling:reasoned as follows:

Th o i
adventageous to its.creatonﬁand{hiSqfamily and as a source
of funds to finance such activities, the resulting
investmerts by the foundation%in'assets that fail to produce
dncome for a charitable*progtam.commensurate in scope with
its financial resources/@thgﬁpontinued*failure of its
trustees to pronect.theivalueTor&these investments, and
their failure to make : thenm income-producing, a1l establish
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- who had previously opera!ed all tour

- Profit entity. The travel agency received substantija] fees fron
: customers attending tours Promoted by the organization

mqi«*”:. ARG T e S ‘-}""-‘%"-‘-'-'l‘l'i.i .r-'::i.{"“«rv RN )

that the foundation ig operated for
substantial in nature, That purpose
financial interests of itg Creator and his family.
Furthermore, the foundation fajls to
than a private, interest ang therefore is
exclusively for charitable purposes.

.

Serve a public, rather
not. operated

Thus, the foundation Qas
501(0)(3) of the code,

In IMMM&MAQMMLHME T.C. Memo
1989-36, the court held that the Serv voked the

ed its conclusjon,
in part, on the fact that a related for-profit corporation had

benefitted Substantially from the manner in which the activitijes
¢f the eéxempt organizaticn were conducted. 1In these ’
circumstances, the court sai , an organizatiocn is not operated
exclusively for exempt purposes within the meaning of sectior
501(c¢) (3) of the Code, even though it furthers other exempt

not entitled to exemption under sectjon

purposes.

organization had been formed and was controlled by an individual

non-competitive arrangement.

In Church by Mail, Inc. v, Commissioner, 765 F.2q 1387 (9th
Cir. 1985), aff'qg T.c.M. 84-349, the court upheld denial of
501(c) (3) status to an organization because it was operated for

employees of the forwprofit'firm~dévotedgtwo~thirds of their time
to the organization's business that the majority of the

organization's income went‘tO“paymentsitofthe'for-profit firm;
and that the controlling parties_progited*from the relationship,

substantial non-exempt purpose'wheré:it,prombted a certain body
of knowledge, which was awned”byhthat,commeraialventity. Whether
the agreements between the parties reflected arm's length
negotiation was irrelevant,tolpheiang;

Y?iﬁf“@ﬁhe'court noted that
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the commercial entity was trading on the organization's tax-
exempt status, ‘

In Senior Citizens of Missouri, Inc. v. Commissjoner, T.c.
Mero 1988-493, the court denied 501(c) (3) status to an
organization because it paid unexplained advances to its
solicitors representing 33.2% of its gross revenues. The court

found this to be clearly substantial, Thus, it failed the
"operational test of section 501(c) (3) of-the Code.

In Bettar Business Bureau v. .United States, 326 U.s. 279,
283 (1945) the U.S. Supreme Court stated in a case involving a
claim for exemption on exclusively educational grounds:

In order to fall within the claimed exemption an
organizatisn must be devoted to educational purposes
exclusively. This plainly means that the presence of a
single noneducational purpose, if substantial in nature,
will destroy an organization's exemption regardless of the
number or importance of truly educational purposes.

In People of God Communi V. ission: 75 T.C., 127
(1980), the organization paid itrs minister, also a director who
controls the crganization, with a compensation based on a
percentage of the organization's gross receipts. - The Court found
that with such compersation arrangement, a portion of the

~ organization's earnings is being passed to the minister, and

Paying over a portion of gross earning to those vested with
control of an organization consticutes private inurement.
Accordingly, the Court held that the organization is not exempt
under section 501(c) (3) of the Code.

-You are not organized and operated exclusively for _
charitable purposes within the meaning of section 501(c) (3) of
the Code. The ope..tion c¢f your telemarketing fundraising
program under the circumstances described constitutes a
substantial nonexempt purpcse and activity within the meaning of
section 1.501(c) (3)-1(c) (1) of the regulations which‘segves the
private business interests of [l rather than public interests
pursuant to section 1.501(c)(3)-1(d) (1) (ii).

Your financial statements indicate that you have made no
distributions to charity since your formation. Thus, 1; appears
that you have conducted only insignificant activities aimed at
accomplishing your charitable purposes, compared to thg :
substantial business and other financial benefits provided to [l

In addition, inconsistent with the terms of your contract -
with Il you have made payments constituting approximately 77%
of your gross receipts derived from fundraising through

Pl s e




‘telemarketing. Under the circumstances

~Contributions t

our earnings inure to
the benefit of GG through | + Which is entitled to a
substantial portion of your gross receipts pursuant to section
1.501(c) (3)~1(c) (2) of the regulations. People of God Community
Y. Commissioner, supra; International Postqraduate Medical
Foundation, supra; w&lﬂuﬁm@m@ supra;
est _of Hawaii v. Commissioner,. tutra; and Senior Citizens of
Missouri, Inc. v. Commissicner, -sava., Therefore, the operation
of your fundraising program is r., Jlevoted to exclusively

educational or charitablevpurposaw within the meaning of section

501(c) (3) and Better Business Burwau' v, United States.

Accordingly, we concl.’e thut you do not qualify for
exemption under section‘SOl(q)(3) ¥ the Code.

You are required to file feder:l income tax returns.

O You are not deducvible under section 170 of the
Code. :

You have a right to pro‘est this ruling if you believe it is
incorrect. To protest, you should submit a statement of vour
views, with a full explanation oi your reusoning. This
statement, signed by one of your principal officers, must be
submitted within 30 days from the date of this letter. vYou also
have a right to a conference in this office after your statement
is submitted. You must request the conference, if you want one,
when you file your protest statement. If you are to be
represented by someone who is not one of your principal officers,
that person will need to file a proper power attorney and
otherwise qualify under our Conference and Practice Procedures.

If you do not protest this proposed ruling in.a timely
manner, it will considered by the Internal Revenue Service as a
failure to exhaust available administrative remedies. Sectien
7428(b) (2) of the Internal Revenue Code provides, in part, that,
"A declaratory judgement or decree under this section shall not
be. issued in any prcieeding unless the United States Tax Court,
tie United States Court of ‘Federal Claims, or the District Court
cf the United States for the District of Columbia deternines. that
the organization involved has exhausted administrative remedies
available to it within the Internal Revenue Serviica",

If we do not hear from you within 30 days, t.:is ruling will
become final and copies ot it will be forwarded co your key
District Director. Thereafter, any questions about your federal
income tax returns or the filing of tax returns should be
addressed to that office. : :




When submitting additional letterg with respect to this casge
to the Internal Revenue Service;gyou.will expedite their receipt
by placing the following symbols ‘on the envelope: : ,

Internal Revenue Service
1111 Constitution Ave., Nw
Washington, Dc 20224
_CP:E:EO:T:3,
Attention: Ed4 Browri, Room 6137.

\

Sincerely,yl

!!!e!, Exempt Organizations

Technical Branch 3

cc: DD, Los Angeles .
Attention: Eo Group

- _

cc: .tate Officials
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